The justification for such results seems to be that the information about the stock dividends announcement reaches the investors prior to the decision date as it is manda-tory for the issuing company to inform the exchange (where it is listed) about the date of the board meeting. It has been observed that the companies usually inform the exchange seven days prior to the day of the board meeting. In most of the cases, the companies provide the agenda item information along with the board meeting date to the exchange. In such a situation, the moment this information about the agenda item is given to the exchange, this becomes public information and investors start reacting to it.
The cumulative average abnormal return values over various size event windows depict that an investor can earn substantial returns if he purchases the shares on the day the news of board meeting (to announce stock dividends) comes to the market and sells them one day after the announcement day. The investor can also gain if the shares are purchased one day prior to the announcement day and are sold one day after the announcement day.
The trading quantity reduces significantly immediately after these decisions are announced. On a short-term basis, the investors seem to perceive that the announcement of stock dividends provides signals about the firm's bright future prospects. This leads to a decline in trading quantity as investors, who own the shares at the time of announcement, prefer to hold the shares expecting an increase in their wealth in future. In the long-run, a marginally positive impact has been observed.
The announcement of stock dividends reduces variability of returns in the short-run as well as in the long run, lending price stability to the stocks of the announcing companies. S tock distribution, in the form of stock dividends 1 , constitutes an integral part of dividend policy of a firm. Stock dividends involve issue of additional shares to the existing holders of equity shares in proportion to their current equity holdings without any payment made by them to the company. In accounts, it involves transfer of a part of reserves to the equity share capital account. This means shifting one constituent of equity shareholders' funds to another, yielding no accretion to them. Listed companies, proposing to issue stock dividends in India, are not required to take any specific approval from the Security Exchange Board of India (SEBI); instead they are to comply with certain SEBI guidelines 2 .
Stock dividends, theoretically, have no impact on a company's financial position either. Production efficiency is not affected as assets remain the same. Total debt and preferred stock do not change. Thus there is no effect on interest and preference dividend amount. Total equity and pro-rata ownership of the original shareholders also remain unchanged (Millar & Fielitz, 1973) . Therefore, these decisions should be treated as cosmetic corporate events by managers as well as by shareholders. Despite this understanding, empirical evidence across the globe shows that the market usually reacts positively to stock dividend decisions. Hence, management perceives these decisions as the tools to achieve certain motives and shareholders react to these decisions.
The reasons for issuing stock dividends have been put forward by many researchers in the form of various hypotheses/theories. These hypotheses are not mutually exclusive; they are normally considered functioning in an integrated manner (Baker, Phillips, & Powell, 1995) .
The signalling hypothesis (Foster & Vickrey, 1978; Nichols, 1981; Woolridge, 1983a Woolridge, , 1983b Grinblatt, Masulis, & Titman, 1984; Lakonishok & Lev, 1987; Doran & Nachtman, 1988; Dowen, 1990; McNichols & Dravid, 1990; Masse, Hanrahan, & Kushner, 1997) suggests that the announcement of stock dividends conveys new information to the market, as information asymmetry exists between managers and shareholders. Managers, as company insiders, usually have better estimates of the prospects of the company than shareholders, who are considered outsiders. Therefore, stock dividend announcements convey positive signals about the company to the stock market participants.
The trading range hypothesis (Grinblatt et al., 1984; Lakonishok & Lev, 1987; McNichols & Dravid, 1990) suggests that stock dividends help the share prices to move to a preferred or normal range. This will enable more investors to trade in the shares of the issuing company, thereby increasing the number of shareholders and making the stock market wider and deeper. The trading range hypothesis leads to another hypothesis called the liquidity hypothesis. The liquidity hypothesis suggests that the issuance of the stock dividends enhances liquidity as additional shares are available in the market. The increase in the number of shares should also lead to a corresponding increase in trading and wider dispersion of ownership in the firm.
The tax timing hypothesis (Poterba, 1986; Ang, Blackwell, & Megginson, 1991) is concerned with the taxation aspect. The benefit of issuing stock dividends is that it does not involve an immediate tax payment on the part of the shareholder. The tax is delayed until the time the shareholder sells the share. Thus, shareholders get an advantage of delayed taxes.
The cash substitution hypothesis (Lakonishok & Lev, 1987; Ghosh & Woolridge, 1988; Banker, Das, & Datar, 1993) suggests that stock dividends help to conserve cash, i.e. companies can reduce the cash outflow by providing stock dividends to the shareholders. The cash, so conserved, can be put to alternative use; this, in turn, enhances the shareholders' wealth. However, in India, this hypothesis is not that relevant as Indian companies cannot issue stock dividend in lieu of cash dividend. Keeping this aspect in mind, Indian corporate managers do not issue stock dividends to reduce cash outflow (Mehta, Jain, & Yadav, 2009 ).
The attention gaining hypothesis (Grinblatt et al., 1984; Doran & Nachtman, 1988) suggests that announcement of stock dividends is used to attract attention of professional analysts to prompt them to do revaluation of the company's future cash flows.
1 Stock dividends are referred to as bonus shares in India. The proposed study uses stock dividend as standard nomenclature since it is a widely used term all over the world. 2 A company can issue stock dividends if it is authorized by its articles of association and has not defaulted in its financial and statutory payments. The stock dividends cannot be issued unless the partly-paid shares, if any existing, are made fully paid-up. It should be issued out of free reserves built out of the genuine profits or share premium collected in cash only; reserves created by revaluation of fixed assets are not to be capitalized. The declaration of stock dividends, in lieu of cash dividend, is not permitted.
In the Indian context, the pioneering work of Gupta (1973) examines the effect of stock dividends on share prices followed by some other studies by Obaidullah (1992) , Kakati (2001) , Mishra (2005) , Rao and Lukose (2005) , Dhar and Chhaochharia (2008), and Joshipura (2009) . These research studies primarily focused on the market reaction only in terms of stock returns, thus testing the relevance of signaling hypothesis. The present study tries to provide a few additional insights on the issue and differs from the earlier studies in the following way. Firstly, it examines the impact of stock dividend announcements on the stock returns, trading liquidity, and risk characteristics of firms. Secondly, it considers the impact of 'pure' stock dividend announcements. This means that a company is included in the sample only if there are no confounding announcements around the announcement day 3 .
Explicitly, the objective of the present research paper is to examine the market reaction to the stock dividends announcements. The market reaction is assessed in terms of the change in stock returns, change in trading liquidity and change in risk characteristic of the firms. In a way, this objective also enables to test the signaling and liquidity hypotheses in India.
REVIEW OF LITERATURE
Empirically, the market reaction to the stock dividend decisions is examined at two points in time, one around the announcement date and other around the ex-date 4 . The impact around both these dates is captured by evaluating the stock prices and trading volumes of the firms that issued stock dividends. The literature collected for the proposed study is also classified based on the impact of stock dividend announcements on change in: (i) stock returns, (ii) trading liquidity, and (iii) risk.
Stock Returns
The past studies show that the decision of stock dividend distribution is accompanied by statistically significant changes in the share prices, thereby leading to abnormal returns. A number of researches, all over the globe, have been conducted to examine the reaction of the shareholders. Chottiner and Young (1971) studied the effect of stock distribution by analysing the immediate price reaction, i.e. comparing the ex-date opening price with the theoretical price and with the prior day closing price. They found that the price adjusted fully in the case of the distribution of four to twenty percent of stock dividends but did not adjust fully for the distribution of zero to three percent and twenty-five to two hundred percent of stock dividends. Thus, their study concluded that the positive returns were related to the size of the stock distribution. Foster and Vickery (1978) were among the first researchers to study the daily share price behaviour on announcement of stock dividends by examining the market reaction around the declaration date and ex-date. They studied a sample of 82 companies that paid stock dividends to firms during 1972-74. They observed a positive unexpected return subsequent to the declaration date but not ex-date. These results provided support to signaling hypothesis. Woolridge (1983b) analysed the effect of stock dividend announcements on stock returns. The conclusion of the study was that in the presence of information asymmetries between managers and investors, investors interpreted these announcements as signals from managers. Further, the study observed that the size of the stock dividend was positively related to announcement day returns. Grinblatt et al. (1984) examined the stock dividends during 1967-76 to study the market response. A pure stock dividend sample was taken into consideration for better understanding of the reaction. This was done by including the companies for which no simultaneous announcement was made. The conclusion of the research was that there were significantly positive excess returns on and around ex-date of stock dividend. Lakonishok and Lev (1987) analysed data for 20-year period and concluded that stock dividends were not distributed by highly successful firms. These decisions were not taken to bring the stock prices in an optimal range as the companies issuing stock dividends were already low stock price companies. These companies had paid low cash dividends; therefore, issuing stock dividends could be regarded as a substitute for cash dividends. Sloan (1987) conducted a study on the Australian share price behaviour on and around ex-date of stock dividends. The research documented that there were significant positive abnormal returns five days prior to the ex-date. However, significant positive abnormal returns were not present on the ex-date, one day prior to the ex-date, and one day after the ex-date. The Japanese market behaved in a similar fashion as the US market, as researched by Dhatt, Kim, and Mukherji (1994) . They observed significant positive abnormal returns on the ex-date. Dhatt, Kim, and Mukherji (1996) further explored the Korean market and found positive abnormal returns on stock dividend ex-day. As on ex-day, the price fell, making it easier for small investors to buy the stock. They believed that due to this reason the demand for the stock went up, resulting in abnormal returns on the ex-day. This positive impact vanished within a few days showing that the positive impact could be due to the buying pressure from small investors. They concluded that ex-day returns were related to the size of the stock dividend; such stocks were more approachable for small investors. Papaioannou, Travlos, and Tsangarokis (2000) analysed the impact of stock dividend distributions on market price and trading volume pertaining to the companies listed on Athens Stock Exchange. The study observed insignificant abnormal returns on both the announcement and the ex-dividend day. Balachandran, Faff, and Tanner (2005) assessed the price and volatility reaction around stock dividend ex-dates for Australian companies that issued stock dividends during 1992-2000. Positive abnormal returns were observed around stock dividend ex-dates. However, on dividing the sample into financial, industrial non-financial, and mining firms, significant positive returns were observed only for industrial non-financial companies.
Change in Liquidity Murray (1985) examined the short-term and long-term impact of stock dividend on liquidity. The notable finding of the study was that trading volumes declined in the month in which the stock dividends were distributed. Lekonishok and Lev (1987) also examined the impact of stock dividend decisions on liquidity. The finding of the study was that mean monthly trading volumes did not increase significantly during the post-announcement period. These findings indicated that the issue of stock dividends did not enhance liquidity. Papaioannou, et al. (2000) also observed a significant decline in the market-adjusted trading volume in the post-stock dividend announcement period for companies listed on Athens Stock Exchange.
Change in Risk Dravid (1987) examined the impact of stock dividends on the return volatility. For this, the stock returns around the ex-date of stock dividends were analysed. The study observed a decrease in the volatility of returns related to stock dividends. Balachandran et al. (2005) also evaluated the change in volatility before and after the ex-date of stock dividends; their study suggests that the volatility of daily returns significantly increases subsequent to ex-dates.
MARKET REACTION TO STOCK DIVIDEND ANNOUNCEMENTS IN INDIA
India is considered as one of the fastest emerging markets in the world. It has a well-established stock market with a long history of organized trading in securities. In the post-liberalization period, many steps have been taken to regulate the primary and the secondary capital markets to protect the investors and to provide transparency in the transactions. The notable steps include abolishing controller of capital issues, permitting free pricing of securities, establishing Securities and Exchange Board of India, permitting foreign institutional investors' participation, permitting the setting up of private mutual funds and private banks; these measures are regarded instrumental in building the confidence of the investors.
Moreover, introduction of online trading, buyback of shares, options and futures, splitting of shares, employee stock option schemes, etc. also led to a spectacular growth of the markets in terms of market capitalization, turnover, and number of deals. Over the years, the efficiency of Indian stock market has also started moving from 'weak form' towards 'strong form'. The researchers have been attempting to answer the question whether the efficiency of Indian markets is weak, semi-strong or strong. To do so, the various studies have been conducted to assess the market reaction to corporate actions like the announcement of bonus shares and stock splits. The results of these studies indicate that the market reaction to these announcements has been mixed. Some studies report that impact of these announcements on average abnormal returns and liquidity has been positive while other studies report a negative reaction.
In the Indian context, studies related to the effect of stock dividend on share price and dividends dates back to Gupta's pioneering work (1973) . The research work aimed at studying the effect on listed companies during 1948-71, the post-independence era. The finding of the study was that stock dividend decisions caused an immediate significant price rise, ranging from a positive 48.3 percent to a negative 3.1 percent. During that period, market seemed to place exaggerated significance on bonus ratio. The study showed that an immediate price rise was directly related to stock dividend ratio, while the price changes after one year showed no such relationship. The study also concluded that dividend change was driving the share prices.
Obaidullah (1992) investigated efficiency of the Indian stock markets by analysing the effect of stock dividend announcements using event study methodology. The findings of the research work indicated that the entire adjustment in the stock prices due to announcement occurred much before the announcement itself and prices declined in the subsequent period. The study also found that the market reaction was nowhere related to the size of the stock dividend. In addition, abnormal returns were noticed when the share went ex-bonus three months after the date of announcement. Mohanty (1999) studied the dividend and bonus policies of Indian companies. The research also attempted to measure the quantum of returns, generated by dividend and bonus for the shareholders. The research study supported signalling hypothesis with the conclusion that stock dividends signalled an increase in cash dividend.
Kakati (2001) later analysed the stock price performance of 115 stock dividend issues around the announcement dates and the ex-dividend dates. The study noted that there was a 15.4 percent gain before the announcement, 3.53 percent loss after the announcement, and 6.53 percent gain on the ex-dividend date. This led to the conclusion that much of the impact of stock dividends had occurred before the announcement date. The study also concluded that the price performance was not uniform across the companies. Gupta (2003) explored the announcement impact of bonus announcements (during 1995-2000) on stock returns and observed that the market reacted positively to these announcements. The significant positive reaction started seven days prior to the announcement. On the day of announcement, no abnormal returns were observed; however, they became negative after the announcement.
Mishra (2005) also examined the stock price reaction to the announcement of stock dividends during June 1998 to August 2004. The share prices of 46 companies revealed that there were significant positive abnormal returns for a five-day period prior to bonus announcement. On the contrary, Malhotra, Thenmozhi, and Kumar (2007) observed that market reacted negatively around the bonus announcement. The study also noted a decline in liquidity after the announcement of bonus shares, though the results were insignificant. Rao and Lukose (2005) examined the operating performance to examine the relevance of signalling hypothesis in India. The research documented that the stock dividends did provide signals about the future performance of the issuing companies, thus providing support to the signalling hypothesis.
Joshipura (2009) investigated the impact of the stock dividends on stock price and liquidity. The study observed significant positive abnormal returns just prior to and on the bonus announcement day. The trading volumes improved significantly surrounding the announcement and ex-day of bonus. The study by Dhar and Chhaochharia (2008) evaluated the market reaction around the bonus issue to show that the event provided significant positive average abnormal returns. Further, Shirur (2008) evaluated the reasons for issuing bonus shares in India. The research suggests that the management decides to issue bonus shares when the investors undervalue the company. Ray (2011) observed that the null hypothesis of zero abnormal returns was not rejected in the case of bonus share. The study concludes that investors cannot gain with the stock dividends announcements. Another observation of this study was that the liquidity had enhanced after these announcements.
There have been no comprehensive studies to examine the impact of 'pure' stock dividend announcements (only) on the stock returns, trading liquidity, and risk characteristic of firms. Therefore, the objective of the present research paper is to examine the market reaction to the stock dividends announcements. The market reaction is captured for change in stock returns, liquidity, and risk due to these decisions. In a way, this objec-tive also enables to test the signalling and liquidity hypotheses in India.
TESTABLE HYPOTHESES
To achieve the above stated objectives, the following hypotheses have been formulated for the proposed study:
Hypothesis I: H 0 -There is no significant average abnormal return (AAR) during the event window due to announcement of stock dividends.
Hypothesis II: H 0 -There is no significant cumulative average abnormal return (CAAR) during the event window due to announcement of stock dividends.
Hypothesis III: H 0 -There is no significant difference in short-term liquidity before and after the announcement date of stock dividends.
Hypothesis IV: H 0 -There is no significant difference in long-term liquidity before the announcement date and after the ex-date of stock dividends.
Hypothesis V: H 0 -There is no significant difference in short-term risk before and after the announcement date of stock dividends.
Hypothesis VI: H 0 -There is no significant difference in long-term risk before the announcement date and after the ex-date of stock dividends.
RESEARCH METHODOLOGY
The impact of stock dividend announcements on stock returns has been captured using event study methodology (Brown & Warner, 1980; Bowman, 1983; Brown & Warner, 1985; Henderson Jr., 1990; Peterson, 1989; McWilliams & Siegel, 1997; MacKinlay, 1997; McWilliams & McWilliams, 2000; Serra, 2004; Wells, 2004; Weston, Mitchell, & Mulherin, 2004; Kothari & Warner, 2007; Tabak, 2010; Konchitchki & O'Leary, 2011) as explained below.
To conduct an event study, the following terms need to be defined -event of interest 5 , event window 6 , estimation window 7 , and estimation model 8 . The event of interest for the present research study is the announcement of stock dividends. The event window has been chosen as -20, through 0, to +20. Here, 0 depicts the announcement date, -20 is the 20-day time period prior to announcement date, and +20 is the 20-day time period after the announcement date. To conduct an in-depth analysis, the event window has been further broken into smaller windows. The estimation window used for the study is from day -171 to day -21 (from 21 to 171 days prior to the event window), thus comprising of 151 trading days. The event is the action that the researcher would like to study. The event is expected to convey some information that potentially influences the stock prices. 6 An event window is the period in which an event occurs; during this period the security prices of the relevant firms are examined.
7 An estimation window is the period used for estimating the expected returns. Typically, the estimation window is chosen prior to the event window. The expected returns (also called normal returns) are calculated using a time period other than the event window. 8 The estimation model is the model used to estimate the expected returns. 9 BSE SENSEX (Bombay Stock Exchange Sensitivity Index) is a 'Market Capitalization -Weighted' Index of 30 component stocks representing a sample of large well-established and financially sound companies. It is reckoned as a benchmark index of the Indian capital market.
The traditional single factor market model has been applied to estimate the expected returns. It involves the regression of a stock's returns against a market index. For the present study, the value weighted market index -BSE SENSEX 9 (Rani, Yadav, & Jain, 2008) has been used for regression. The regression equation is as per Equation 1:
Where α i and β i are the estimated parameters, R i, t is the return on stock i at time t, R m, t is the corresponding return on BSE SENSEX. The abnormal returns are defined as per Equation 2: … (2) The average abnormal return AAR t is the sample mean of abnormal returns on a particular day given by Equation 3:
. . . (3) Here, N is the number of companies in the sample. To ascertain the accumulated impact of the event during a particular time period, cumulative average abnormal returns (CAARs) are calculated. CAAR is defined as the sum of daily average abnormal returns over the prespecified time period starting at τ i through time τ 2 , also called the event window (τ i , τ 2 ), given by Equation 4:
. . . (4) The standard deviation is estimated by the time series of average abnormal returns given by Equation 5:
Where AAR t is provided by Equation 6:
. . . (6) The test statistic for AAR on day t during the event period and for CAAR for the event window (τ i , τ 2 ) is given by Equations 7 and 8 respectively:
. . . (7) . . . (8) Further, the robustness of the results has been checked by applying non-parametric rank test (Corrado, 1989; Corrado & Zivney, 1992; Corrado & Truong, 2008) . As per Corrado (1989) , the proposed rank test is correctly specified no matter how skewed the cross-sectional distribution of excess returns is. This test has been observed to offer improved specification under null hypothesis and more power under the alternative hypothesis of abnormal security-price performance.
The Corrado's rank test combines the estimation period and event period into a single time-series and assigns rank to each daily excess returns for each firm. For the present study, the 150-day estimation period and 41-day event period has been combined and the ranks are assigned to the 191 daily excess returns for each company. Rank 1 signifies the lowest rank and 191 signifies the highest rank. The average rank is one-half plus half the number of observed returns; 96 in case of the present study. The rank statistic substitutes (K it -96) for the excess returns AR i, t yielding the test statistic as:
. . . (9) Here N is the number of companies in the sample. The standard deviation S(K) is calculated using the entire 191-sample period:
. . .
The multi-day event periods is tested by the following rank statistic:
. . . (11) The impact of stock dividend announcements on liquidity and risk has been measured using one-group pretest post-test experimental research design. This is done by examining the measures of liquidity and risk at two points in time; one before and after the announcement and the other before the announcement and after the exdate of stock dividends. The time period considered for short-term analysis is 10 and 20 days before and after the announcement date. For a long-term analysis, the period considered is 60 and 120 days pre-announcement event window and 60 and 120 days post-ex-date event window. The 20-day period surrounding the ex-date has been excluded to avoid potential distortions of the estimates due to a higher trading activity during this period (Wulff, 2002) . Figure 2 exhibits the time periods examined for evaluating the short-term and long-term impact of stock dividends decisions on liquidity and risk. 
Liquidity as Concept of Price Impact
The Amivest Liquidity Ratio (L4): It is a measure of liquidity to determine the rupee volume of trading associated with a 1 percent change in the price of a security. It was originally developed by Amivest Corporation and has been considered a good proxy for liquidity and market depth by various research studies (Khan & Baker, 1993; Amihud et al., 1997; Muscarella & Piwowar, 2001; Huang et al., 2007) . The ratio is presented in Equation 15.
Amivest Ratio = . . . (15) Here, N is the number of days for which data are available (i.e. trading volume is not zero), |R d |is the absolute return on day d, and VOL d is rupee trading volume on day d. A more liquid market should have a larger Amivest liquidity ratio, since in a liquid market, a larger rupee trading volume should lead to a small price change. It is based on the intuition that for a liquid stock, a large trading volume may be realized with a small change in price.
Risk Measure
Variance has been used as a proxy to measure the change in risk subsequent to announcement of stock dividends and stock splits. It has been a well-accepted measure, used by earlier studies (Dravid, 1987; Ohlson & Penman, 1985; Wulff, 2002; Balachandran et al., 2005) as well. To assess the significant differences, the pre-announcement and post-announcement means of these measures (for the specified time periods) have been compared using paired sample t-test.
SAMPLE
The target population includes companies that announced stock dividends during the eight and a half year period starting January 1, 2002 and ending June 30, 2010. The initial sample of stock dividend ex-dates has been collected from Prowess (version 3.1) database. As this database does not provide the stock dividend announcement dates, these dates were collected from various
The following liquidity and risk measures have been evaluated to achieve the desired objective of the research study:
Liquidity Measures
Liquidity has several dimensions (Wyss, 2004) ; it does not have a unique definition. Most of the definitions keep in mind a simple concept that liquidity is the ability of trading assets quickly without distorting prices (Doroshenko, 2011) . To examine the impact of stock dividend announcements on liquidity, four commonly used measures, from the literature reviewed (Amihud, Mendelson, & Lauterbach, 1997; Wulff, 2002; Mishra, 2007; Huang, Liano, & Pan, 2007) , have been employed. These measures have been used as proxies to measure the change in liquidity due to announcement of stock dividends. These measures use trading volume and stock price data to depict liquidity; higher the value of the measure higher is the liquidity. They are defined below.
Liquidity as Concept of Trading Quantity
Trading Volume ( 
Ratio of Days with Trades (L3):
This measure is defined as the ratio of days with trade to total number of days (Equa-financial websites 10 . Further, the final sample for event study comprises of companies for which the event window is not contaminated by certain corporate announcements apart from stock dividend announcement. To get the final sample, the event window of each stock dividend announcement was thoroughly examined for the corporate announcements using the archives of Bombay Stock Exchange website 11 . As the detailed corporate announcements data on the Bombay Stock Exchange website was available only from January 1, 2002, choosing this as the starting date of the study period was logical.
There were 875 stock dividend announcements during this period. Table 1 provides the industry-wise (defined by Prowess version 3.1) sample distribution of stock dividends. It is observed that the maximum announcements happened in the year 2006 (23.1 %) followed by 2005 (16.5 %) and 2007 (16.5 %). Moreover, services industry was the leader in announcing stock dividends (27.7 % of the announcements), followed by electronics industry (13.1 %) and chemical industry (9.4 %). Table 2 presents the ratio-wise sample distribution of stock dividend announcements. It is evident from the Table that the most common ratio is 1:1; it accounts for more than one-third (35.5 %) of the total announcements. Nearly 14 percent of the stock dividend announcements have a ratio of 1:2 and almost 12 percent announcements are in ratios that are less than 1:2.
Another aspect that plays an important role in sample selection is whether to consider the companies that announced stock dividends prior to listing or the ones that announced after listing on the stock exchange. It has 10 http://www.moneycontrol.com/stocksmarketsindia/ http://economictimes.indiatimes.com 11 http://beta.bseindia.com/corporates/ann.aspx?expandable=0# corporates been a common practice among Indian companies to announce stock dividends prior to listing on any exchange (prior to initial public offer). As these companies have not been traded on the stock exchange at the time of these announcements, the daily trading data (stock price and volume) are not available for these companies. Table 3 provides year-wise frequency distribution of stock dividend announcements before and after the listing of the announcing companies on the BSE. There are total 875 stock dividend announcements during the study period, out of which 363 announcements were made by the companies prior to their listing on the BSE. This reduces the sample further to 512 announcements.
Finally, to ascertain that the present research study captures the impact of 'pure' stock dividend announcements and provides valid estimates of the measures, certain sample selection criteria (McWilliams & Siegel, 1997) have been considered. As per the criteria, certain other announcements should not have taken place during the chosen event window of 41 days (20 days prior to announcement, 1 day for the announcement and 20 days after the announcement). This ensures that event window is not contaminated with any other type of announcement, thereby capturing the exclusive effect of the stock dividend announcements. The firm is included in the sample only when the following criteria are fulfilled:
a) The stock dividends issue has to be an issue of new ordinary fully paid securities. The issue should not accompany a rights issue. b) There are no announcements of financial results during the event window. c) There are no announcements of cash dividend or exdates of cash dividend within the event window. d) There are no announcements of stock splits or exdates of stock splits during the event window. e) There are no announcements of merger, acquisition, amalgamation, and joint venture during the event window. f) As a part of normal course of business, a company receives orders from various customers. It has been observed that if the order is of a substantial value and from prestigious customers, some companies provide this information to Bombay Stock Exchange expecting a positive change in the stock prices of the company. To make the sample free from this issue, the companies that make such announcement during the event window are eliminated. Starting from a target population of 512 announcements, selection criteria are applied for achieving a clean event window of 41 days. The number of announcements eligible for stock dividends event study analysis is 78 (made by 75 companies). In India, it has been observed that stock dividends usually accompany financial results or cash dividend. Due to this reason, the number of sample companies with 41-day clean event window is only 78, out of which, the data for beta calculation (for market model) is not available for 8 companies, thereby reducing the sample size to 70 companies. The market model, using regression analysis, showed that the coefficients of R m, t were significant at 5 percent level of significance for only 51 companies, thus excluding another 19 companies from the sample. Therefore, the data for only 51 companies has been used for return analysis.
For liquidity and risk analysis, the sample comprises of 78 announcements (made by 75 companies), satisfying the criterion of clean event window of 41 days. Out of these, the share price data for the calculation of liquidity measures was available for 75 announcements. The mean values, for liquidity and variability measures, during the specified comparison period have been calculated. The level of significance has been set at 5 percent with the critical t-values at 1.9925 (degree of freedom = 74). Table 4 depicts that during the 20-day pre-announcement window, starting from day t (-20) to day t (-1) , there is a pattern of positive average abnormal returns. The returns are positive for 16 days while they are negative for only four days. Out of these 16 positive AAR values, six values are statistically significant at 1 percent, one is at 5 percent, and four are significant at 10 percent level of significance. The negative returns are not significant on any of the four days. The AAR on announcement day t (0) is nearly 3 percent; this is the maximum and highly significant (at 1% level). In fact, it has been noted that on that day, 33 out of the total of 51 companies observed positive AARs. During the post-announcement window from day t (1) to day t (20) , the pattern of positive AARs changes to negative pattern of returns. It has been observed that the AARs are negative for fifteen days and positive for only four days; the value of one day's stock return is 0.0 percent. Out of the 15 negative returns, the day t (+3) negative return (-1.10%) is statistically significant at 5 percent level of significance. Corrado's (1989) test findings are in line with t-test showing significantly positive returns prior to the announcement day and on the day of announcement. However, the returns are significantly negative only on day t (+3) during the post-announcement window.
IMPACT OF STOCK DIVIDENDS ANNOUNCEMENTS: EMPIRICAL RESULTS AND ANALYSIS

Impact on Stock Returns
The observed results indicate that the investors perceive the announcement of stock dividends to be beneficial for them. Although the change of positive reaction prior to and on the announcement day to negative reaction after the announcement day indicates that the investors overreacted initially to these announcements, but a correction (to this overreaction by the investors) takes place quickly. Such findings lead to the conclusion that the null hypothesis of zero average abnormal returns during the event window is rejected.
The rationale for such results seems to be that the information about the stock dividend announcements reaches the investors prior to the decision date as it is mandatory for the issuing company to inform the exchange (where it is listed; in this case, it is Bombay Stock Exchange) about the board meeting and the date of the board meeting. It has been observed that the companies usually inform the exchange around seven days prior to the day of the board meeting. In fact, most of the times the companies provide the agenda item information along with the board meeting date to the exchange. In such a situation, the moment this information about the meeting and the agenda item is given to the exchange, this becomes public information and investors start reacting to it.
The positive reaction clearly indicates that investors perceive stock dividends to be beneficial for them. This further leads to an increase in the demand for the issuing company's shares leading to the positive abnormal returns. The magnitude of the average abnormal return on the day of announcement is also substantial (nearly 3 %), indicating that the moment the decision of issuing the stock dividend is announced, its stock price jumps high, providing positive abnormal returns to the investors. Later, a correction takes place and the AARs become negative.
Besides, the returns are cumulated over the event window to assess the net magnitude of the overall returns. Table 5 presents the cumulative average abnormal returns (CAAR) for each day during the 41-day event win- dow and their corresponding t-statistic values. The results indicate that till day t (-14) , CAAR does not illustrate any obvious pattern, but day t (-13) onwards, CAAR starts becoming positive. The CAAR value of day t (-13) starts from 0.60 percent, reaches to a peak of almost 21 percent on day t (1) , and settles at 15 percent on day t (20) . This decline of 5 percent value in CAAR value is due to the fact that AAR values are mostly positive till day t (1) and are, by and large, negative during the post-announcement window. The CAAR values are significant at 5 percent from day t (-10) onwards and become highly significant (at 1 percent) from day t (-7) onwards to day t (+20) . Therefore, the null hypothesis of zero cumulative abnormal returns during the event window is also rejected.
Further, CAAR values over various size event windows are calculated; this is to determine the important periods for investment perspective. Table 5 presents the CAAR values and their corresponding t-statistic and Corrado's rank statistic values across these event windows. For various pre-announcement event windows (-20, -2), (-15, -2), (-10, -2), and (-5, -2), the CAAR values are 15.64 percent, 15.81 percent, 13.13 percent, and 7.38 percent respectively; these values are quite impressive. The CAAR is maximum (nearly 16 percent) and highly significant for window (-15, -2), making it the most important event window. Moreover, the announcement effect of stock dividends can be measured by evaluating the (-1, 0), (0, +1), and (-1, +1) event windows. The AAR values of 2.13 percent on day t (-1) , 2.98 percent on day t (0) , and 0.11 percent on dayt (+1) indicate that an investor can gain a substantial CAAR of 5.23 percent if the shares of the issuing company are purchased one day prior to the announcement day and sold one day after the announcement day. Furthermore, the negative AARs from day t (1) today t (20) , results in negative CAAR values of -2.91 percent, -5.00 percent, -5.82 percent, and -5.89 percent for (+2, +5), (+2, +10), (+2, +15), and (+2, +20) event windows respectively.
Finally, the CAAR values of 9.70 percent, 13.35 percent, 15.22 percent, and 15.02 percent for the event window (-5, +5), (-10, +10), (-15, +15) , and (-20, +20) respectively signify that the short-term impact of stock dividend announcements is remarkable for the investors. The results across almost all the windows are statistically significant at 1 percent indicating that the null hypothesis of zero cumulative abnormal returns during these event windows is rejected.
On comparing the results of the present study with the results of the earlier studies in the Indian context, it has been observed that the present study supports the research by Joshipura (2009) . Although, Kakati (2001) , Gupta (2003) , and Mishra (2005) also observed significant positive AARs prior to the stock dividend announcement date, AAR is insignificantly negative on the day of announcement. However, the results of the present study are in contradiction to the research work by Malhotra et al. (2007) and Ray(2011) as these studies report negative AARs even prior to the stock dividend announcement day.
Impact on Liquidity
The impact of stock dividend decisions on liquidity has been measured at two points in time; one after the announcement and the other after the ex-date. The shortterm analysis has been done by evaluating the change in liquidity over a period of 10 and 20 days, before and after the announcement date. For long-term analysis, the period considered is 60 and 120 days, before the preannouncement event window and 60 and 120 days after the post-ex-date event window. This way the temporary and permanent effect can be assessed. Table 6 reports the empirical results of the short-term impact on trading liquidity around the stock dividend announcements. It is evident from the table that the impact of stock dividend announcements on various liquidity measures varies. The short-term liquidity, as a concept of trading quantity, reduces significantly after these announcements. The average trading volume, after the announcements, has reduced by almost 40 percent; this leads to a decrease in the turnover ratio as well. The probable reason for this seems to be that the investors perceive the announcement of stock dividends as providing signals about the firm's bright future prospects. Perhaps, the investors who own the shares at the time of announcement prefer to hold the shares expecting an increase in their wealth in future leading to a decline in liquidity. This effect needs to be explored further and can be a subject matter of future research.
Short-term Effect
The number of days with trades in relation to the number of total days has gone up, although the increase is not significant. The magnitude and the direction of change for the first three measures are almost the same for 20-day period and 10-day period while in the case of Amivest ratio, the results are mixed. The mean Amivest ratio for 10-day period reduces by 6 percent while for 20-day period, it increases by 7.4 percent. Long-term Effect Table 7 presents the results of the long-term changes in trading liquidity before the announcement date and after the ex-date of stock dividends. Even though the number of shares traded has increased by 37.5 percent and 76.5 percent for 60-day and 120-day period respectively, the turnover ratio has decreased by 36.0 percent and 4.5 percent. The results are not significant at 5 percent for 60-day period but become significant for 120-day period. Such results imply that although the impact of stock dividends on traded quantity is positive in the long-run, the real impact on liquidity is not positive as the number of shares in relation to the outstanding shares has not increased.
The results are significant for the number of days-withtrades in relation to the total number of days for both the time periods implying that the trading activity as a measure of liquidity has increased. These results signify that the issue of stock dividends has a very high probability of making the company more popular in the stock market. The Amivest ratio has also gone up for both the time periods but the result is significant at 10 percent for 120-day period. This further confirms that issue of stock dividends does improve long-term liquidity.
Thus, the results presented in Tables 6 and 7 lead to the conclusion that announcement of stock dividends, in general, affects liquidity in a negative way in the shortterm but demonstrates a positive impact in the long-term. The probable reason for such results seems to be that the shareholders of the issuing company like to hold the shares when they receive the information about the company announcing a stock dividend issue. They expect the prices to go up during the stock dividend announcement period providing them an opportunity to get higher returns on their holdings. After the stock dividends become effective, i.e. after the ex-date, the prices settle down and the shareholders start booking profits resulting in enhanced liquidity.
Impact on Risk
The impact of stock dividends decision on risk has also been measured at two points in time; one after the announcement and the other after the ex-date. This way,
MARKET REACTION TO STOCK DIVIDENDS: EVIDENCE FROM INDIA the temporary and permanent effect can be assessed. Hence, both short-term and long-term analyses, to investigate the change in risk, have been carried out.
The short-term analysis has been done by evaluating the change in risk over a period of 10 and 20 days, before and after the announcement date. For the long-term analysis, the period considered is 60 and 120 days, before the pre-announcement event window and 60 and 120 days after the post-ex-date event window. Tables 8 and 9 provide the results for the change in shortterm and long-term risk (respectively) due to the announcements of stock dividends. Table 8 presents the results of the paired t-test to compare the mean variance before and after the announcement of stock dividends. There has been nearly 50 percent decrease in variance for 10-day as well as for 20-day periods. The two values are statistically significant at 1 percent. In fact, the standard deviation for 10-day period has decreased from a value of 4.82 percent prior to the pre-announcement window to a value of 3.53 percent after the post ex-stock dividend window. Likewise, the value of standard deviation has shown a decrease from 4.40 percent to 3.32 percent for 20-day period.
Short-term Effect
These results indicate that the short-term risk profile of the companies that announce stock dividends changes after these announcements. The variations in stock prices decreased during the post-announcement period vis-à-vis the pre-announcement period.
Long-term Effect
As far as long-term impact is concerned, Table 9 shows the effect of stock dividends on risk. The mean variance for 60-day and 120-day period decreases; however, the results are significant at 5 percent for 120-day period only. (The value of standard deviation for 120-day period has declined from 4.05% to 3.69%).
The reason for the decline in short-term as well as longterm risk needs to be explored in future.
CONCLUDING OBSERVATIONS
The stock dividends issue is like a puzzle in finance that researchers have been trying to solve. The present research work is also an effort in the same direction. It has been conducted to capture market reaction, in terms of stock price and volume, pertaining to stock dividend decisions in India.
The study shows that the announcement of stock dividends induces an increase in the wealth of the share- holders in India. There is a consistent pattern of positive average abnormal returns (AARs) during the preannouncement window and on the day of announcement and a pattern of negative during the post-announcement window. This results in a significant cumulative abnormal return during the 41-day event window. The justification for such results seems to be that the information about the stock dividends announcement reaches the investors prior to the decision date as it is mandatory for the issuing company to inform the exchange (where it is listed; in this case, it is Bombay Stock Exchange) about the board meeting and the date of the board meeting. It has been observed that the companies usually inform the exchange around five to seven days prior to the day of the board meeting. In fact, most of the times, the companies provide the agenda item information along with the board meeting date to the exchange. In such a situation, the moment this information about the agenda item is given to the exchange, this becomes public information and investors start reacting to it. Thus, the results of the present research work indicate that the investors perceive the announcement of stock dividends to be beneficial for them; they believe that stock dividends provide positive signal about the future prospects of the company, thus supporting signalling hypothesis.
Keeping the investment perspective in mind, an investor can earn substantial returns if he purchases the shares on the day the news of board meeting (to announce stock dividends or stock splits) comes to the market and sells one day after the announcement. Alternatively, an investor can also gain if the shares of the issuing company are purchased one day prior to the announcement day and sold one day after the announcement day.
The trading quantity reduces significantly immediately after these announcements. On a short-term basis, the investors seem to perceive that the announcement of stock dividends provides signals about the firm's bright future prospects. Perhaps, the investors who own the shares at the time of announcement prefer to hold the shares expecting an increase in their wealth in future; this appears to be the reason for the decline in trading quantity. In the long-run, the issue of stock dividends enhances liquidity marginally, not significantly; it surely makes the company more popular in the stock market. The probable reason for such results seems to be that the shareholders of the issuing company like to hold the shares when they receive the information about the company announcing a stock dividend issue; they expect the prices to go up during the stock dividends announcement period providing them an opportunity to get better returns on their holdings. After the stock dividends become effective, i.e. after the ex-date, the prices settle down and the shareholders start booking profits resulting in marginal increase in liquidity.
The findings of the study also show that the announcement of stock dividends in India reduces viability of returns in the short run as well as long run. This lends/ facilitates price stability in the stock market. The reasons for the findings pertaining to liquidity and risk can be an area of future research work. 
